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Profile of the Economy 

[Source: Office of Macro eco nomic Analy sis] 

Real gross domestic product (GDP) 
Growth in real GDP strengthened to a 2.0 percent annual 

rate in the first quarter of 2001, accord ing to the advance esti­
mate. Although this was double the small 1.0 percent annual 
rate of growth in the fourth quarter of 2000, the first quarter in-
crease was still below most esti mates of the economy’s poten­
tial rate. 

Growth was led by a 3.1 percent annual rate increase in per­
sonal consump tion expen di tures and by a substan tial drop in
im ports. Exports edged down as well but by much less than
im ports. The reduc tion in the foreign trade defi cit added 1.4 
per cent age points to GDP growth, only the second time in 4 
years that the quarterly trade defi cit narrowed. 

In vest ment in equipment and software decreased at a 2.1 
per cent annual pace in the first quarter after falling 3.3 percent 
in the fourth. Those were the first back-to-back declines in this 
cat e gory since the 1991 reces sion. There was a large inven tory
cor rec tion in the first quarter that subtracted 2-1/2 points from 
real GDP growth. Much of the reduc tion in inven to ries and in 
equip ment invest ment came out of imports. 

The national accounts measures of infla tion accel er ated in 
the first quarter primar ily because of higher food and energy 
prices, the annual Federal pay raise (which is treated as a price
in crease), and a pickup in prices for consumer services. The 
GDP price index rose at a 3.2 percent annual rate in the first 

Inflation 
In fla tion picked up in the first 3 months of 2001. Produc tiv ity 

growth was little changed in the first quarter and hourly com­
pen sa tion rose by a sizable amount, result ing in higher labor 
costs. 

Con sumer prices increased at a 4.0 percent annual rate for the 
3-month period ending in March, an accel er a tion of a little 
more than 1/2 percent age point from the previ ous year. Prices 
jumped sharply in Janu ary before regis ter ing more moder ate
in creases in Febru ary and March. Core Con sumer Price Index 
(CPI) infla tion (exclud ing the food and energy compo nents) 
picked up to a 3.5 percent pace during the first 3 months of the 
year from 2.6 percent in 2000. Food prices rose at a 4.1 percent 
an nual rate, an accel er a tion of about 1-1/4 percent age points 
from the previ ous year. Energy prices were up at an annual rate 
of 6.0 percent, well below the double-digit increases regis tered 
in the previ ous 2 years. 

At the producer level, the pattern for finished goods prices so 
far this year has gener ally mirrored devel op ments at the con­
sumer level. Finished goods prices rose at a 4.9 percent annual 

quar ter compared with 2.0 percent in the fourth quarter. Ex­
clud ing food and energy, the core rate moved up to 2.3 percent 
from 1.9 percent. 

Growth of Real GDP 
(Percent change, fourth quarter to fourth quarter) 
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rate during the first 3 months of the year, up from 3.6 percent 
in the previ ous year. Virtu ally all of the increase occurred in 
Jan u ary. Core infla tion contin ued to be moder ate, increas ing 
at a 1.9 percent rate during the first quarter. This was still at a 
slightly faster rate than the 1.2 percent increase in 2000. The 
in crease in energy prices slowed to an annual rate of just under 
11 percent during the first quarter of the year from more than 
17 percent last year. Further back in the produc tion chain, core 
prices for crude goods dropped by 12-1/2 percent while core 
in ter me di ate goods prices moved up at a moder ate pace. 

Pro duc tiv ity in the nonfarm business sector edged down by 
0.1 percent in the first quarter of 2001, follow ing strong gains 
over the last several years. Hourly compen sa tion costs rose by 
5.2 percent in the quarter, pushing unit labor costs up by a sim­
i lar 5.2 percent. The employ ment cost index for total compen­
sa tion, a sepa rate compen sa tion measure that also is closely 
watched, increased by 4.1 percent for the 12-month period 
end ing in March. This was less than the increase in compen sa­
tion in the produc tiv ity series (which includes stock options) 
and a slight decel er a tion from the 4.3 percent gain during the 
year ending in March 2000. 
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Employment and unemployment
Pay roll em ploy ment has de clined in re cent months, and the

un em ploy ment rate has risen to 4.5 per cent. De spite the emer -
gence of weaker la bor mar ket con di tions, wage growth has
shown no signs of slow ing.

Em ploy ment on nonfarm pay rolls plunged by 223,000 in
April 2001 on top of a 53,000 de cline in March. The April loss
was the steep est since Feb ru ary 1991, when the econ omy was
of fi cially in re ces sion. The down turn re corded in the 2 lat est
months fol lowed a year-long slow down in pay roll growth
char ac ter ized by no ta ble job losses in the man u fac tur ing sec -
tor. Steady de clines in fac tory em ploy ment since the mid dle

of 2000 re sulted in 550,000 fewer jobs by April 2001. Weak -
ness in man u fac tur ing likely con trib uted to steep job losses in
the tem po rary help sup ply in dus try, which places a large por -
tion of work ers in fac tory jobs. Tem po rary help sup ply busi -
nesses have slashed pay rolls by 370,000 since Sep tem ber
2000. The pri vate ser vice-producing sec tor (ex clud ing help
sup ply) con tin ued to hire in April, al beit at a very slug gish pace 
com pared to just a few months ago. The con struc tion in dus try
shed 64,000 work ers in April, but strong gains av er ag ing
62,000 per month in the first quar ter and wet weather in parts of 
the coun try may have played a role.
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The unem ploy ment rate rose from 4.3 percent in March to 
4.5 percent in April, the highest reading since Octo ber 1998. 
This suggests some loosen ing of labor market tightness since 
last fall, when the unem ploy ment rate reached a 3-de cade low 
of 3.9 percent. The labor force partic i pa tion rate eased to 67.1 
per cent in April from 67.2 percent in the prior 2 months but re-
mains well within the range of recent expe ri ence.

Nom i nal wage gains, as measured in the payroll employ­
ment survey, have yet to moder ate but still remain rela tively 
tame. Av er age hourly earnings of produc tion and other 
nonsupervisory workers grew by 4.3 percent over the 12 
months ended in April, up from 3.8 percent in the year-earlier
pe riod but still less than the 4.4 percent gain posted in early 
1998. Ad justed for infla tion, aver age hourly earnings in-
creased by a strong 1.4 percent during the year ended in March,
build ing on the gains regis tered since 1995. 

Real disposable personal income 
and consumer spending 

Per sonal income in nomi nal terms rose at a 5.9 percent an­
nual rate in the first quarter of 2001. This was up from an in-
crease of about 4 percent in the fourth quarter of 2000 but close 
to the pace regis tered over the previ ous 2 years. Wage and sal­
ary disburse ments (58 percent of income) contin ued to rise at 
about a 6-1/2 percent annual rate in the first quarter. Strength 
was concen trated in the distrib u tive and service indus tries, and 
in government wages and sala ries, which were boosted by the
an nual cost-of-living adjust ment for Federal civil ian and mili­
tary person nel. Manu fac turing payrolls declined in the first 
quar ter for the first time in 7 years, contrib ut ing to a decel er a­
tion in wage growth in the goods produc ing indus tries. Inter est
pay ments slowed in the first quarter of the year, reflect ing de-
clines in inter est rates. 

On a real after-tax basis, personal income rose at a 2.0 per-
cent annual rate in the first quarter of 2001. This was close to 
the 2.2 percent increase last year but down from 3.1 percent 
reg is tered in 1999. 

Real consumer spending was up at a 3.1 percent annual rate 
in the first quarter, close to the 2.8 percent rate in the fourth 
quar ter but off from the 4.5 percent pace for all of last year. 
Growth of expen di tures on dura ble goods rose sharply, led by a 
near 20 percent annual rate increase in spending for motor ve­
hi cles. Manu fac turers’ in cen tive programs aimed at reduc ing
in ven to ries contrib uted to the first quarter jump in consumer 
spend ing on motor vehi cles. Spending on services only grew 
by 1.7 percent in the first quarter, the smallest increase in more 
than 2 years. Sharp increases in energy costs were a factor. 

With real consumer spending growing at a faster pace than
af ter-tax income, the personal saving rate moved down to -1.0 
per cent in the first quarter from a nega tive 0.7 percent in the 

fourth quarter. For all of last year, the personal saving rate was 
-0.1 percent, down from a recent high of 8.7 percent in 1992. 
This was the first time that the saving rate had been nega tive 
since the midst of the Great Depres sion in 1933. Of course, the
cir cum stances are entirely differ ent today. Even with the de-
cline in equity markets during 2000 and 2001, household net 
worth has bene fited from tremen dous gains in the stock market 
in recent years. This “wealth effect” has been a major factor 
be hind the decline in the personal saving rate. Increases in as-
set values are not counted as income in the national income and 
prod uct accounts, from which saving is calcu lated, but none-
the less contrib ute to the willing ness and ability of consum ers 
to spend. 

Industrial production 
and capacity utilization 

Out put in the indus trial sector declined for the seventh 
straight month in April 2001, falling by a season ally adjusted 
0.3 percent. Due to downward revi sions in the previ ous 
month’s data, the first quarter showed a 6.5 percent annual rate 
con trac tion. This was the largest quarterly decline since the 8.3 
per cent drop in the first quarter of 1991, when the economy 
was in reces sion. Over the past 12 months, indus trial produc­
tion has fallen by 1.0 percent—a dramatic rever sal from 
year-over-year gains of around 6-1/2 percent regis tered last 
spring. 

Man u fac turing produc tion, which accounts for just over 87
per cent of all indus trial output, also declined by 0.3 percent in 
April, on top of a dramatic 7.7 percent annual rate drop in the 
first quarter of 2001. Produc tion of motor vehi cles and parts, 
which has played a signif i cant role in the recent contrac tion in 
the factory sector, was flat in April. There were sizable de-
clines in such cycli cally sensi tive sectors as indus trial machin­
ery and equipment and electri cal equipment. 

The high-tech sector, which includes comput ers, commu ni­
ca tions equipment and semicon duc tors, has been slashing out-
put in recent months due to an inven tory overhang. Although
de clines in this sector have not yet approached the magni tude 
of other manu fac tur ing indus tries, the slowdown since last 
spring has been quite remark able. After growing by 25.2 per-
cent at an annual rate in the fourth quarter of 2000, produc tion 
in the high-tech sector declined by 4.3 percent in the first quar­
ter of 2001. Exclud ing high-tech, manu fac tur ing produc tion 
fell by 0.3 percent in April and by 8.2 percent in the first 
quar ter. 

The rate of indus trial capac ity utili za tion, which has been 
edg ing downward for 8 consec u tive months, dipped to a 
10-year low of 78.5 percent in April. This rate is 5.9 percent-
age points below the expan sion peak of 84.4 percent achieved 
in early 1995 and 3.5 points lower than its long-term aver age. 
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Nonfarm productivity and unit labor costs 
U.S. produc tiv ity tapered off in the first quarter of 2001 

from the extremely strong readings of recent years. Nonfarm 
busi ness produc tiv ity (real output per hour worked) fell by 0.1
per cent at an annual rate, the first decline since the first quarter 
of 1995. The latest reading stands in contrast to the solid 2.0 
per cent rate of increase in the fourth quarter and the strong 3.3
per cent rate of growth for all of 2000. During the 5 years from 
1995 to 2000, nonfarm produc tiv ity advanced at a 2.9 percent 
an nual rate, the fastest rate of growth for any such period since 
1968. While the latest quarter repre sents a signif i cant fallback 
from this trend, the quarterly produc tiv ity numbers tend to be 
ex tremely vola tile. 

Hourly compen sa tion costs in the nonfarm business sector 
rose at a 5.2 percent annual rate in the first quarter after jump­
ing by 6.0 percent or more in each of the previ ous three quar­
ters. Over the latest four quarters, growth in hourly
com pen sa tion has accel er ated from 4.5 percent a year earlier 
to 6.0 percent in the first quarter—a pace not seen since the 
first quarter of 1992. The decline in produc tiv ity, coupled with 
a sizeable increase in compen sa tion, caused unit labor costs to 
surge by 5.2 percent at an annual rate in the first quarter. This 
boosted the four-quarter increase to 3.1 percent, up from 2.3
per cent during 2000. The sharp rise in unit labor costs threat-
ens to inten sify a squeeze on unit profits that devel oped in the 
sec ond half of last year. 

Pro duc tiv ity growth in the manu fac tur ing sector slowed to a 
nar row 0.3 percent annual rate in the first quarter from 5.5 per-
cent in the fourth quarter and 6.7 percent during all of last year. 
From 1995 to 2000, manu fac tur ing produc tiv ity aver aged a 
5.4 percent annual rate of advance—strength unprec e dented 
in the post-World War II era. Hourly compen sa tion increased 
at a 4.7 percent annual rate in the first quarter, slower than the 
6.2 percent pace last year. Factory unit labor costs rose by 4.4
per cent at an annual rate in the first quarter, after having fallen 
on aver age in each of the past 7 years. 

Current account balance 
The current account measures trade in goods and services as 

well as the flow of invest ment income and unilat eral transfers. 
The current account has been in defi cit almost contin u ously 
since the early 1980s. In the fourth quarter of 2000, the current 
ac count defi cit swelled to $461 billion at an annual rate. That 
brought the defi cit for the entire year to a record high $435 bil­
lion, or 4.6 percent of nomi nal GDP. 

The current account defi cit has widened substan tially over 
the past decade primar ily because of a dete ri o ra tion in the 
mer chan dise trade balance. Growth in U.S. domes tic demand 
has outpaced that of our major trading partners, causing im­
ports to grow much more rapidly than exports. The appre ci a­
tion of the dollar in recent years and higher prices for imported 
oil since 1998 also have contrib uted to the burgeon ing trade 
gap. As a result, the defi cit on merchan dise trade has more 
than doubled since the mid-1990s, reaching a new high of 

$473 billion at an annual rate in the fourth quarter. Signif i cant
im prove ment was recorded in the first 2 months of 2001, how-
ever, as demand for merchan dise imports softened nota bly. 

Other major compo nents of the current account also have 
fu eled the growing defi cit. The surplus on trade in services has 
nar rowed somewhat since 1997. Moreover, what had been a 
pos i tive balance on invest ment income turned nega tive in 
1998, as weak foreign growth depressed inter est earnings on 
U.S. invest ments abroad and U.S. growth supported strong in­
ter est income on foreign invest ments in the United States. The 
bal ance on invest ment income swung back into posi tive terri­
tory once again in the fourth quarter, however. The improve­
ment was attrib uted to a large increase in direct invest ment
re ceipts. 

The current account defi cit is, by defi ni tion, matched by off-
set ting transac tions in the finan cial and capi tal accounts, with 
any differ ence in the recorded flows listed as a statis ti cal dis­
crep ancy. Continuing inflows of foreign funds reflect the at­
trac tive ness of the United States as an invest ment outlet. In the 
fi nal quarter of last year, the finan cial account recorded in-
flows for foreign assets in the United States that exceeded out-
flows for U.S. assets abroad by $347 billion at an annual rate, 
down from $408 billion in the third quarter and a huge $611
bil lion net finan cial inflow recorded in the second quarter. The 
mod er a tion was due in large part to a doubling of finan cial
out flows for U.S.-owned assets abroad, which outweighed a 
jump in foreign acqui si tions of assets in the United States. For 
the entire year, net finan cial inflows totaled $399 billion, up 
from $323 billion in 1999. 

Exchange rate of the dollar 
Since the end of 1999, the exchange rate of the dollar against 

a broad index of 26 curren cies of impor tant U.S. trading part­
ners has strengthened signif i cantly, rising by 9.5 percent over 
the 16 months ended in April 2001. This followed a 2-year pe­
riod of rela tive stabil ity after a sharp increase in 1996 and 
1997. 

Nearly all of the appre ci a tion since 1999 has been fueled by
im prove ment of the dollar against the curren cies of the United 
States’ major trading partners, includ ing the euro-area coun­
tries, Canada, Japan, the United Kingdom, Austra lia, Sweden 
and Switzer land. Between Janu ary 2000 and April 2001, the
ex change value of the dollar in rela tion to the curren cies of the 
United States’ major trading partners jumped by 12.8 percent. 
The dollar/euro exchange rate climbed by 13.5 percent during 
the same period, and the dollar/yen exchange rate rose by 17.5
per cent. 

The strength of the dollar mainly reflected the faster pace of 
growth in the United States. The percep tion that U.S. asset 
mar kets would continue to present gener ally attrac tive invest­
ment oppor tu ni ties rela tive to foreign markets also contrib­
uted to the stronger perfor mance of the dollar. Other factors 
such as differ ing central bank poli cies and concerns over for­
eign exchange policy, the course of structural reforms in the 
euro area and the pace of Japan’s economic recov ery also have 
played a role. 
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Interest rates 
The Federal Reserve eased mone tary condi tions in the first 5 

months of 2001. It cut inter est rates five times over that span by 
50 basis points each time. The Federal Reserve described its 
ac tions as the appro pri ate policy in light of weak consumer and 
in vest ment demand due to lower confi dence, tighter credit
con di tions, and the effect of high energy prices on household 
pur chas ing power and business profits. In announc ing its latest 
re duc tion on May 15, the Federal Reserve noted that profit ex­
pec ta tions and the business outlook overall seem “likely to 
hold down capi tal spending going forward.” 

The easing trend followed a period of nearly a year during 
which inter est rates were left unchanged. The actions lowered 
the target for the federal funds rate (the rate that banks and 
other finan cial insti tu tions charge each other for overnight 
loans) from 6.5 percent at the end of Decem ber to 4.0 percent 
by mid-May. The discount rate (the rate the Federal Reserve 
charges banks for short-term funds) was lowered from 6.0 
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Housing 
Housing contin ued to be a strong sector of the economy in 

the first quarter of 2001. Sales of new single-family homes av­
er aged 990,000 at an annual rate in the quarter, well above the 
sell ing pace of 904,000 in 2000 and the record 907,000 in 
1999. In the month of March, new home sales hit an all-time 
high of 1.021 million at an annual rate. Sales of exist ing sin­
gle-family homes also were strong through the first quarter, 
and in March were just shy of their all-time record. A decline in 
mort gage inter est rates over the second half of last year and 
into 2001 provided support for the high level of home sales. 
The mortgage rate for a 30-year loan fell by about 1-1/2 per-
cent age points since last May and in the first quarter aver aged a 
low 7 percent. 

per cent to 3.5 percent. The market inter est rate for the 3-month 
Trea sury bill, which usually centers around the level of the dis­
count rate, moved down to about 3.6 percent. 

Rates on long-term Trea sury secu ri ties declined through 
most of 2000 and in early 2001 but then turned upward in April. 
Long-term rates are influ enced by a number of factors. The 
down trend in the bond yield, which moves inversely to its 
price, partly reflected a shrinking supply of Treasury secu ri ties 
due to growing budget surpluses. Weak ness in equity markets 
and in the economy in general last year, as well as uncer tainty 
about prospects going forward, contrib uted to the decline as 
well. 

Mort gage inter est rates gener ally follow the pattern of the 
10-year Treasury note. The inter est rate on a conven tional 
30-year fixed rate loan declined from a recent peak of 8.5 per-
cent in May 2000 to 7 percent by the end of last year. The rate 
has held at about that level through the first 4 months of 
2001.The decline of roughly 150 basis points in the mortgage
in ter est rate prompted some renewed strength in housing de­
mand during the latter part of last year and into 2001. 
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A high level of sales of both new and exist ing homes over the 
past several years led to a dramatic increase in home owner-
ship. The number of new homeown ers grew by 11 million dur­
ing the 1990s, and the home owner ship rate rose to a record 
67.6 percent by the first quarter of 2001. Expan sion in home 
own er ship has been partic u larly nota ble for minor ity groups. 

Con struc tion of new housing units lagged behind new home 
sales in the second half of 2000. This led to a reduc tion in the 
in ven tory of new houses for sale and a decline in resi den tial in-
vest ment in both the third and fourth quarters. By the first
quar ter of 2001, construc tion began to catch up with demand. 
Housing starts jumped 23 percent at an annual rate in the first 
quar ter, and real resi den tial invest ment increased at a 3.3 per-
cent pace. 
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Federal budget sup port, among others. Outlays for Medicare, which did not in-

crease at all from 1997 to 1999, began to grow again in 2000.
The Federal budget posted a unified surplus of $237 billion Net inter est expenses declined for the third consec u tive year as
in fiscal 2000, or 2.4 percent in rela tion to GDP. That was the debt owed to the public was reduced.larg est surplus ever in dollar terms and the largest rela tive to


GDP since fiscal 1948. The surplus in fiscal 2000 was the third The budget surplus in fiscal 2000 resulted in a $223 bil lion

in a row. re duc tion in debt held by the public that year. Over the last 3

Re ceipts jumped by 10.8 percent in fiscal 2000, the fastest years, publicly held debt has been cut by a total of $361 billion,
rate of growth since 1987. The increase reflected large gains in or 9.6 percent. At the end of fiscal 2000, debt held by the public 
the income and wealth of indi vid u als as well as a marked im- rep re sented 34.7 percent of GDP, down from nearly 50 percent
prove ment in corpo rate profits in fiscal 2000, follow ing weak- 7 years ago and the smallest ratio since 1984. 
ness in the past several years. 

Out lays of the Federal Govern ment increased by 5.0 percent The surplus is projected to rise to $281 billion this fiscal year 
in fiscal 2000, an accel er a tion from aver age growth of 3.0 per- and continue to grow over at least the next 10 years. Over the 
cent per year over the prior 7 years. Despite the speedup in fis cal years 2002 to 2011, the cumu la tive surplus is expected to 
spend ing, growth in outlays was slower than growth in the be $5.6 trillion. About $2.6 trillion of that is off-budget, re­
econ omy in fiscal 2000, and outlays in rela tion to GDP de- served for the Social Secu rity Trust Fund. The Admin is tra tion 
clined to the lowest in almost 35 years. Among major spending pro poses using the remain ing on-budget surpluses to reduce 
cat e go ries, outlays accel er ated in fiscal 2000 for such func- taxes, continue to retire the Federal debt and provide a reserve 
tions as defense, Medicaid, Social Secu rity and farm price for contin gen cies. 

Net national saving and investment 2.7 percent of NNP. For all of 2000, total private saving aver-

Net national saving slowed to 6.0 percent of net national aged 2.9 percent of NNP, down from approx i mately 9 percent 

prod uct (NNP) in the fourth quarter of 2000 (the latest period in the early 1990s. 

for which full detail is available) from an aver age of 6.7 per- The swing in the Federal budget from large defi cits into sur­
plus has more than offset thecent in the first three quarters 

of the year. (Net saving and 
NNP exclude depre ci a tion to 
re place wornout or obso lete
equip ment, software and 
struc tures used in produc tion.) 
For all of 2000, net saving av­
er aged 6.5 percent. This was 
down somewhat from 6.8 per-
cent in 1999 and 7.5 percent in 
1998 but was well above the 
55-year low of 3.9 percent in 
1993. 

A fur ther decline in private 
sav ing to 2.1 percent in the 
fourth quarter from 3.2 per-
cent aver aged in the first three 
quar ters of the year accounted 
for the weaken ing in net na­
tional saving at the end of 
2000. Household saving 
dropped to -0.6 percent of 
NNP in the fourth quarter 
from near zero earlier in the 

de cline in private saving since 
Net National Saving the first part of the last decade. 

(Saving as a percent of NNP) The total public sector moved 
from dissaving equiva lent to 
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5.4 percent in 1992 to saving of 
3.6 percent in 2000. Most of the 
im prove ment was in the Fed-

10 eral budget, although State and 
lo  cal  gov ern ment  sav ing
strength ened somewhat, as

5 well. Govern ment saving rose 
fur ther at the end of last year to 
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slowed somewhat to 10.2 per-
cent of NNP in the fourth quar­
ter from 10.6 percent aver aged 

in the first three quarters of the year. Even so, the 10.5 percent 
av er aged for the entire year was the strongest since 1984 and 
was up sharply from a very low 5.2 percent of NNP in 1991. A 
large portion of this invest ment has been financed from abroad, 
as U.S. net foreign invest ment swung from 0.3 percent of NNP 
in 1991 to -4.9 percent last year. 

year. Despite falling equity prices last year, wealth gener ated 
by the surging stock market in other recent years has reduced 
the desire of households to save out of current income. (Gains 
in wealth achieved through higher asset valu a tions are not in­
cluded in conven tional defi ni tions of saving.)  Corpo rate sav­
ing also declined in the fourth quarter but was still posi tive at 


